In an exclusive interview, Omnibus’ president reveals 


the motives behind the takeovers 


ore turmoil has struck the entertainment in- 
dustry. First the studio majors were forced to 
scale down their operations, disintegrating 
Hollywood’s lavish ecosystem and creating a 
r; #— boom in location production. Next, succes- 
sive bursts of production technology catalyzed a shakeout 
among industry-related manufacturers and.production 
companies. On the periphery, advertising agency mergers be- 
gan making headlines. One of the companies that has 
emerged from the fallout triumphant is Omnibus Computer 
Graphics. ; 

John C. Pennie, CEO and president of the Toronto-based 
company, has possibly created an unprecedented coup in the 
advertising/entertainment industry worldwide. First came his 
acquisition of Digital Productions in Los Angeles, award- 
winning pioneer in the field of computer simulation with its 
powerful Cray supercomputer. With Omnibus’ merger with 
Robert Abel & Associates [See Conversation with Robert 
Abel, VIDEOGRAPHY, February 1986} in Hollywood, the award- 
winning full-service production company whose work with 
mixed media in commercial production is legendary, Pennie 
has created, in two swift strokes, the potential for Omnibus to 
compete with Lucasfilm as the highest of the high-end houses. 

Amid litigation, massive reorganization, and questions 
from every direction, Pennie took time out to speak with 
VIDEOGRAPHY’s west coast editor, Beth Anderson, about his 
aspirations for the new Omnibus. 


VIDEOGRAPHY: When did you first become interested in the 
computer graphics and animation field? 

PENNIE: | have been interested and involved with computer 
graphics since 1975, and at that time, with some other part- 
ners, we entered into a deal to acquire Image West, which was 
on Highland Avenue in Hollywood at the time. [Image West] 
used analog computers and was one of the early-stage 
companies in the graphics field. 

We had a number of years where the industry was still re- 
garded as spaghetti animation; we had to really prove our- 
selves as a creative tool, and the analog systems were 
somewhat limited because developmental work was still going 
on. 

However, we did get to a point where the business did cre- 


1979, I couldn’t come to terms with my other partners on what 
I felt the next stage in the industry would be... 

VIDEOGRAPHY: When you say “the next stage,” do you mean 
in a creative or in a business sense? 

penni: Creatively and technically. Being a resident of 
Canada—everybody else.was located in the States—we de- 
cided together that my interest would be bought out. I pro- 
ceeded then to plan a digital simulation facility for Toronto in 
order to prove out this newer technology and then reenter the 
U.S. market. 


In January of ’82, we opened the doors at our present facili- 
ty in Toronto, using a license as a Beta test site for the New 
York Institute of Technology between paint and 3D systems. 
And we were the first licensee they had outside of the Univer- 
sity community. That business was difficult to get going, prin- 
cipally because in Canada there was a great skepticism about 
anybody having up-to-date technology here, and we couldn’t 
get any jobs. 

So the first project was for Alvin Toffler, working on the ef- 
fects for his TV adaptation of his book, The Third Wave. Once 
we had done a job for a recognized futurist/thinker/phil- 
osopher, and successful U.S. individual, the Canadians then 
felt a little more comfortable doing business with us. Then we 
started to get-work. 

The second major job that we did was for Hockey Night in 
Canada, [Canadian TV hockey coverage like Monday Night 
Football], which was a high-profile kind of thing in Canada, 
and that also gave us some credibility that we did have some 


ate some firsts and we were making money. Around about |, capabilities that were new. 
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In order to finance all this, I have a holding company, and 
that company and Jarmain Capital Corporation went into a 


. fifty-fifty partnership to form the early days of Omnibus. We 


put up $2.2 million for that opening. 

Then about two years went by, and we began to make a prof- 
it. We felt confident that we could take the technology and 
move it into the U.S. market. But to finance that, we felt we 
should go public and have additional capital available. So we 
went public on the Toronto stock exchange in December of 
1983, and we raised about $4.5 million. At the same time, we 
had negotiated to become a tenant on the Paramount lot at 
Studio G, and we renovated that facility. We purchased the 
worldwide rights to the III (Information International Inc.) 
system exclusively, which gave us the ability to provide high 
resolution in movie production, which we were unable to do in 
Toronto. 

We also opened a video output facility in New York on West 
57th Street. In order for that all to come about, we did have a 
special relationship with Unitel Video in New York, and they 
became shareholders to us at that time. 

vipeoGrapuy: How did you come by all these strategic 
locations? . 

pennir: Our strategy from the early days had been that each 
facility we built would be placed within a production environ- 
ment. That was the strategy. The objectives were several. 

First of all, we wanted our employees to have contact with 
other people in a production environment, so that there was 
some synergy there and some rub-off occurring. Also, we felt 
that because we were new in town in each case—including 
the original Toronto facility, which by the way is still catering 
to TV Ontario production headquarters—that we needed to 
have a profile so that first-time customers would know that we 
weren't a fly-by-night outfit, that we were well-financed, and 
that we had to have some capability or we would not be per- 
mitted to be where we were. 

The second thing that was different about our facilities is 
that each one provided us the ability to output to tape or film 
and many of our competitors chose either film or tape, but not 
both. Our business is marketing-focused; we looked at our cus- 
tomers, and they’re basically film people or video people. I 
have a little thing I always say. They [film people and video 
people] are like sailors and motor yachters: They don’t talk to 
each other. We didn’t want to get into a negative discussion 
about which way is better, so we said, ‘What would you prefer?’ 
(laughs). So that is an important philosophical considera- 


tion and one that we carried out because we had the finances _ 


to do so. 

So strategically, we decided, number one, we would look at 
the customers needs; number two, we would look at high- 
profile locations involving production environments; number 
three, we would have the financing to carry it out. So those are 
the principles. i 

VIDEOGRAPHY: When did you first become interested in 
acquiring Digital Productions?. 

PENNIE: Omnibus’ long-term strategy is to be the most prof- 
itable computer simulation company serving the entertain- 
ment industries worldwide. That’s our overall strategy. To 
carry that out, we recognized that we had to look at it as a glo- 


bal business, and secondly, we had to have a major position in 
the industry or else we couldn’t fulfill the profitability end. If 
you're too small, you'll get crushed by your major competitors. 
On the other side, we also reasoned that you could be too big 
and find that you weren't as responsive. 

Our goal has not been to be the largest. It has been to be 
the most profitable. Now that does mean size. 

When we were looking at the shakeout that has been 
occurring in the industry in the past year and a half, we saw a 
number of firms closing. The first two that we identified in 
this area were the MAGI system and Digital Effects, both in 
New York. The MAGI system, we felt, was not compatible with 
what we were trying to do. While the Digital Effects system 
was not overly compatible, we felt the software might enhance 
some of the software we were developing; secondly, there 
were a number of very good people in that company that we 
felt could help us achieve our long-term goals, so ... Jeff 
Kleiser, who was president of Digital Effects, and a number of 
his programmers came over to Omnibus, and we also obtained 
a license to the software. l 

vipeocrapHY: But without having to acquire Digital Ef- 
fects in its entirety? 

pENNie: Yes, We did consider that, but it looked like the fi- 
nancial end of it and the age of the equipment were not really 
what we had in mind. , 

VIDEOGRAPHY: So you acquired the best of what they had. 

Pennie: Right. Following that concept, we had been 
watching for other firms that had difficulties and could pro- 
vide us with a method of consolidating some of the industry. 
We had heard rumors that Digital Productions was losing $5 
million per year, and we made inquiries to the founders [John 
Whitney, Jr., and Gary Demos], and eventually, through :a 
series of meetings, both with the founders and then subse- 
quently with the people that were controling the money, a 
deal was struck to purchase the business. 

Now in the case of John and Gary, they did not visualize the 
deal the way that we did from a business perspective and they 
objected to it. Therefore, we did not finish the negotiations 
with them, but we finished negotiations with Ramtek Corpo- 
ration, who had 80 percent of the stock. 

vipgocrapny: Ís it true that John Whitney and Gary Demos 
had no idea that you were negotiating with Control Data Cor- 
poration and Ramtek and the others, that they had no knowl- 
edge that you were in the process of trying to come to some 
kind of agreement with these people to acquire their shares in 
Digital? 

pENNiE: Well (ahem) there is a lawsuit pending, and I really 
shouldn't comment on that ... other than the fact that we did 
make contact and an executive of Omnibus did have meetings 
with John Whitney concerning this matter. í 

vipeoGrapny: Prior to your acquiring the 80 percent of the 
shares? 

PENNIE: That’s right. Prior to us having discussions with 
anyone else there. But I can’t comment further. 

vipgocrapuy: Would that be injurious to your case? 

pennte: No. It’s just not good policy for me to comment in 
the press on a lawsuit that’s in process. l 
vipeocrapHY: Why exactly did Whitney and Demos leave? 
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You say they objected to the deal from a business standpoint? 
_ penne: My understanding is that they didn’t feel the com- 

pany should be sold for the price that was offered. And they 
didn’t seem to feel the company was in financial difficulty 
even though it had lost $21 million. 

VIDEOGRAPRKY: | understand that they had some investors 
of their own who likewise were interested in purchasing Digi- 
tal, people who were possibly more in tune with their vision of 
Digital’s future. 

PENNIE: My understanding is that after I made a presenta- 
tion to the Digital Productions board, that a counter offer was 
presented by another group. And the majority of the share- 
holders voted for the Omnibus offer. 

viDEoGRAPHY: Why? Was it a better offer financially? 

pennte: I don’t have any knowledge of what the other offer 
was. However, that was the decision of the majority of the 
board at Digital Productions, and the majority shareholders. 
And the deal was consummated, and at the time that 
occurred, the original founders of the business [Whitney/ 
Demos], the minority shareholders, chose to sue Control Data 
Corporation, who was a major creditor of the company, and 
Ramtek, who was a major creditor arid shareholder, and the 
board of directors at Digital Productions, and Omnibus, alleg- 
edly saying that the deal was not favorable. 

I fired them after that happened. That is how they left the 
company. 

VIDEOGRAPHY: If you fired Whitney and Demos, then why do 
recent news releases report that they are still employees of 


Omnibus Simulation? 

PENNIE: Technically they are because they have contracts 
with the company that go until March of ’87, but they are not 
to report to work. 

viıprocrapHY: Once they fulfill these obligations, then they 
no longer are connected with Omnibus in any way? 

PENNIE: All employees of Digital Productions and Omnibus 
have confidentiality agreements as is normal in a software in- 
dustry. You are obligated under those agreements not to dis- 
close proprietary or trade secrets of the company. Everybody 
is bound by that, and if any employee were to get away with 
not honoring that, in a legal sense, then anybody could steal 
stock software from any other company. And that has been 
happening in the United States on a broad basis. 

There was a recent suit brought by Apple against a compa- 
ny in New York and there was an $80 million judgment against 
them. There are precedents for protecting companies from 
this type of piracy. ‘ 

VIDEOGRAPHY: Did the Abel merger immediately follow the 
Digital acquisition? 

penne: The second part of the Omnibus strategy has been 
the recognition that many of our customers are still uncom- 
fortable with computer simulation and they’re afraid to try it. 

Secondly, computers can’t do everything yet; even though 
theoretically they can, it’s not practical. At Omnibus we’ve al- 
ways talked about a concept of mixed media—which is opti- 
cals and video technology and so forth. Now we haven't had 
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ments, other than we did set up complete postproduction fa- 
cilities in New York and in Toronto to blend computer images 
together in the video end of the business. 

We reasoned that the time had come for us to add the other 
components to give our customers the ability to shop in one lo- 
cation, and to have continuity creatively from one end of the 
job to the other. 

VIDEOGRAPHY: How did you find out that Abel was in finan- 
cial trouble? 

PENNIE: I would not say that Robert Abel & Associates was 
in financial trouble. Robert Abel & Associates had a cash flow 
problem. The cash flow problern was caused by the amount of 
money that was being invested in developing their software. 
So yes, it did cause a stretch-out for some of their suppliers, 
and yes, they needed more capital, which we could provide, 
and provided. But I would not say they were in financial 
trouble. 

They were not in the same condition as Digital Productions. 
Digital Productions was in default of all of its major loans. 
Abel & Associates was not. There was a major difference. 

VIDEOGRAPHY: What exactly is Bob Abel’s role in the overall 
picture now? 

PENNE: Bob is responsible for the creative direction of the 
entire corporation. 

VIDEOGRAPHY: Everything? 

PENNIE: Of all divisions. We have set up separate divisions 
with division presidents to run the operations day to day. 
Bob’s involvement is in the marketing and creative direction 


of all forms of work that we do for our customers. 

He’s executive creative director of the company and he’s di- 
rector of marketing, plus vice chairman of Omnibus. 

VIDEOGRAPHY: How do you envision all these factions 
uniting successfully under one roof? Won’t there be any com- 
petitive feelings still lingering? 

PENNIE: | think it’s going to be very easy, and ‘ue. are a 
number of reasons for that. It’s a unique situation. All of the 
employees of the three companies were winners in their own 
right professionally. 

In the case of Digital Productions, they weren’t profitable, 
but we believe that was due to the leadership of the company 
and not due to the employees who were outstanding and 
strong and powerful people in their own professions. They pio- 
neered a lot of things which demonstrated that. 

In the case of Omnibus, we have a professional manage- 
ment team. We also have some credits to our favor and have 
done some very difficult things technically. 

In the case of Abel, of course, they’re legendary in the num- 
ber of Clio awards and other creative recognition that they've 
received. , 

VIDEOGRAPHY: How will you handle the advertising 
agencies? It has been said that agencies prefer the attention 
and personalized service of perhaps a smaller operation than 
what you've got here with the expanded Omnibus. Will they 
feel slighted in this arrangement? Will they want to deal with 
a company that is trying to accommodate so many different 
markets? Some say that agency people don’t mix well with 
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motion picture and/or film people. 
pennie: I disagree with a couple of things there. Number 

one, I would not say that advertising agencies don’t mix well 
with film people. I think that some advertising agencies are 
film-oriented, and some are video-oriented. I think it’s just a 
matter of preference. I don’t think it has to do with that kind 
of an extreme, but they like to deal with boutique operations, 
which I think relates to the second part of your question. I 
don’t feel that is shown in the marketplace. 

There are more than 10 companies in the United States 
whose sales are between $10 and $20 million, serving the ad- 
vertising agency business, exclusively, for production. That’s 
hardly a boutique production company. Robert Abel & Associ- 
ates is one of those companies. Omnibus was a smaller player, 
because we didn’t have the strength in commercials. 

If you look at the advertising agency business right now, 
you'll see that there are major, major mergers, acquisitions, 
and consolidations occurring worldwide. And why is this hap- 
pening? Because budgets are tightening up, because we have 
to become more efficient in serving our clients in that indus- 
try, and there is scrutiny on cost. There is scrutiny on over- 
head. There is also a need to be able to provide a global 
service. 

Now, if you are heading up a billion-dollar, or multi-billion- 
dollar agency group, do you think that you're saying, ‘Deal 
with boutiques?’ You are saying, ‘Deal with the best resource 
to give our clients the job at the best possible cost.’ And, you 
are going to want to have dealings with a company that has fi- 
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nancial continuity, that will survive, and where the loss of one 
live-action director, or one other creative person, is not going 
to destroy the relationship that the agency has with that firm. 
Because they need continuity. 
Secondly, there is more and more requirement to invest in 
capital equipment. And it is expensive equipment. And you 
want to deal with firms that have the financial capability to do 
that. And Omnibus is one of those companies. So I think that 
there will be more consolidation, and that the major agencies, 
which are the ones that are taking over the market, are run by 
businessmen who recognize and must deal with well-financed 
suppliers, and that they must deal with people who can attract 
high-paying creative talent that spread that cost over many 
jobs, and not concentrated in a few jobs done by a boutique. 
Now, I'll make a second comment here. I don't believe that 
boutiques are going to disappear. There’s always going to be a 
role for them. And those that say it’s moving this way or that 
way—I don’t agree with that statement. I think that both 
types of service are important. 
vipeocrapny: In the area of high-end computer animation, 
who else is left but Pacific Data Images and Cranston-Csuri? 
PENNIE: Yes, that area is smaller, you're right. But one of the 
problems is that most of the people that have founded the 
companies in the past have been technically oriented, and 
they’ve been more interested in buying machines and writing 
software than they have been in cost-effective images for their 
clients, and in making money out of that. Therefore the clients 
have had bad experiences. They want to deal with firms that 
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are stronger, and they can get their feet wet and do part of 
their job that way, and not commit, an entire budget to that 
approach. 

VIDEOGRAPHY: Is there enough of a market out there to cov- 
er your newly acquired overhead in computer graphics and 
animation? 

PENNIE: Where we're at right now, we have roughly US$40 
million in sales. If you were to take all the companies togeth- 
er, we can run those businesses profitably at that level. So 
there isn’t more business to get, although we certainly are ag- 
gressive and we’ll try to get it. We already have a very substan- 
tial piece of the business, and we can operate the companies 
profitably on that business. 

Why can we do that when separately two of them couldn't 
do it? Because we’re going to get some economy of scale out of 
consolidation. That’s why the major agencies are doing it. 
Same reason. 

VIDEOGRAPHY: Where do you see your market position in 
the next five years? 

PENNIE: Omnibus has an ambition to be a major player, and 
to continue growth internally as we have in the past, as well as 
through acquisitions. We don’t anticipate any more acquisi- 
tions of any size in the immediate future. There may be some 
smaller acquisitions. 

VIDEOGRAPHY: Given Digital’s strength primarily in film- 
related computer graphics and animation, and Abel’s strength 
primarily as a full-service commercial production house, what 
kind of a ratio are we talking about here? 
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PENNIE: We expect to have a ratio of about 65 percent non- 
live action and 35 percent live action. 

VIDEOGRAPHY: And given the current market situation, is 
that feasible? Is it out there for you? — 

PENNIE: Only because the history of two parts of our compa- 
ny have concentrated in the nonlive-action area. So yes, for 
that reason, I feel that to be true. 

VIDEOGRAPHY: Where do you see yourself in 10 years? Do 
you imagine yourself as a motion picture mogul? 

PENNIE: We don’t really think of ourselves as moguls. We 
think of ourselves as businessmen trying to survive in a com- 
petitive climate and make money for our shareholders. We be- 
lieve that we must have size to do that. Therefore, we do 
intend to grow very rapidly again. 

I believe that the market in 10 years will be in the range of 
$2 to $5 billion, and we want to have between a 10- and 
25-percent shane, 

VIDEOGRAPHY: Exactly what type of man is J.C. Pennie? 

PENNIE: | would say that I’m a low-profile marketing guy. 
One of the things that quite a few interviewers write about me 
is kind of a strange characteristic I have; they say I have 
‘steely blue eyes.’ (laughs) 

ViDEOGRAPHY: Why? Do they think that has significance 
with regard to how you do business? 

PENNIE: ] guess they are trying to say that I'm... 

VIDEOGRAPHY: Calculating? 

PENNIE: Calculating to dominate this industry, and that is 
true. Time will tell, won’t it? 


(pauses) 
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